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SUBJECT:  NEPAL'S  OIL  CRISIS  DEEPENS 


Summary 


IQ.  (SBU)  Nearly  a month  after  the  Constituent  Assembly 
Election,  Nepal  is  again  facing  major  fuel  shortages 
and  the  Indian  Oil  Corporation  (IOC),  Nepal's  sole 
source  of  petroleum  products,  is  again  seeking 
payment.  On  April  28,  the  Nepal  Oil  Corporation  was 
only  able  to  make  a partial  payment;  in  response,  the 
IOC  cut  supplies  by  45  percent.  In  order  to  ensure 
continued  supplies  and  prevent  yet  another  fuel 
crisis,  the  GON  will  need  to  grant,  once  again, 
another  financial  package  to  NOC  to  settle  its 
payments  to  IOC.  Both  Prime  Minister  Koirala  and  the 
Maoist  leadership  have  met  with  Indian  officials  in 
the  past  week  to  discuss  this  very  issue.  END  SUMMARY. 

Oil  Supply  Tightens  After  Election 


112.  (SBU)  In  a bid  to  maintain  a smooth  supply  of 
petroleum  products  during  the  April  10  Constituent 
Assembly  (CA)  election,  the  state-run  Nepal  Oil 
Corporation  (NOC)  used  a March  private  bank  loan  to 
make  a cash  payment  of  Nepali  Rupees  (NRs)  250  million 
(USD  3.9  million)  to  the  Indian  Oil  Corporation  (IOC), 
NOC ' s sole  petroleum  supplier.  Shortly  thereafter, 
the  NOC  cut  the  supply  of  diesel  and  kerosene  to 
dealers  by  almost  25  percent,  warning  that  it  did  not 
have  the  resources  to  continue  financing  regular 
imports . 

Supplies  Dwindle 


13.  (SBU)  On  April  28,  the  NOC  delivered  only  part  of 
its  scheduled  payment  of  NRs  1.67  billion  (USD  24.7 
million)  to  the  IOC.  The  NOC ' s payment  was  nearly  USD 
9 million  short.  The  IOC  responded  by  cutting 
supplies  of  all  petroleum  products,  including  petrol, 
diesel,  and  kerosene  and  cooking  gas  (LPG),  by  45 
percent.  On  May  4,  the  NOC,  faced  again  with  a short 
supply,  cut  the  distribution  of  petroleum  products  by 
nearly  50  percent  in  the  Kathmandu  Valley.  NOC 


officials  warn  that  the  supply  of  all  petroleum 
products  will  continue  to  shrink  and  that  by  mid-May, 
when  the  IOC  will  revise  prices  upward  again  to 
reflect  the  rise  in  global  oil  prices,  the  NOC  may 
only  be  able  to  meet  25  percent  of  the  demand  in  the 
Kathmandu  Valley.  Reserves  in  the  Valley  are 
estimated  to  be  down  to  a 3-day  supply. 

NOC  and  Dealers  Warn  of  Crisis 


f4 . (SBU)  Digambar  Jha,  Executive  Director  of  the  NOC, 
reported  that  in  May  NOC 1 s monthly  losses  would  cross 
the  USD  25.9  million  mark,  up  from  USD  8 million  in 
May  2006.  The  government-supported  price  controls  and 
the  rising  international  price  for  crude  oil  have 
resulted  in  huge  losses  for  the  NOC.  NOC  finance 
manager,  Bachhu  Kumar  Kafle,  estimates  that  the  NOC 
owed  more  than  USD  310  million  as  of  April  2008, 
including  USD  37  million  to  the  IOC  and  USD  173 
million  to  commercial  banks  in  Nepal.  In  addition, 
over  the  last  two  years,  the  Finance  Ministry  has 
provided  USD  100  million  to  settle  IOC's  import  bills. 
Jha  stated  that  in  order  to  ensure  normal  supplies  and 
avoid  a crisis,  the  GON  must  immediately  grant  a 
financial  package  to  the  NOC  to  settle  its  payments  to 
the  IOC. 

COMMENT  - NO  QUICK  SOLUTIONS 


f5 . (SBU)  Although  long  lines  and  a thriving  black 
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market  are  sure  to  remain  part  of  life 


